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Cherry BekaertLLF

CPAs Advisors

Report of Independent Auditor

The Board of Directors

Capitol Securities Management Inc

We have audited the accompanying statement of financial condition of Capitol Securities Management Inc the

Company as of December 31 2012 and the related notes

Managements Responsiibility for the Financial Statement

Management is responsible for the preparation and fair presentation of this financial statement in accordance

with accounting principles generally accepted in the United States of America this includes the design

implementation and maintenance of internal control relevant to the preparation and fair presentation of the

financial statement that is free from material misstatement whether due to fraud or error

Auditors Responsibility

Our responsibility is to express an opinion on this financial statement based on our audit We conducted our

audit in accordance with auditing standards generally accepted in the United States of America Those

standards require that we plan and perform the audit to obtain reasonable assurance about whether the

financial statement is free from material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the

financial statement The procedures selected depend on the auditors judgment including the assessment of the

risks of material misstatement of the financial statement whether due to fraud or error In making those risk

assessments the auditor considers internal control relevant to the entitys preparation and fair presentation of

the financial statement in order to design audit procedures that are appropriate in the circumstances but not for

the purpose of expressing an opinion on the effectiveness of the entitys internal control Accordingly we

express no such opinion An audit also includes evaluating the appropriateness
of accounting policies used and

the reasonableness of significant accounting estimates made by management as well as evaluating the overall

presentation of the financial statement

We believe that the audit evidence we have obtained is sufficient and appropriate to provide basis for our audit

opinion

Opinion
In our opinion the statement of financial condition referred to above presents fairly in all material respects the

financial position of Capitol Securities Management Inc as of December 31 2012 in accordance with

accounting principles generally accepted in the United States of America

dh4 ff/mP

Richmond Virginia

March 15 2013



CAPITOL SECURITIES MANAGEMENT INC

STATEMENT OF FINANCIAL CONDITIION

DECEMBER 31 2012

ASSETS

Current Assets

Cash and cash equivalents

940953

Receivable from broker dealers and clearing organization
645107

Notes receivable

15183

Total current assets

1601243

Non-Current Assets

Property and equipment net

56332

Other assets

335147

Deposits with clearing organization

155004

Total non-current assets

546483

Total assets

2147726

LIABILITIES AND STOCKHOLDERS EQUITY

Current Liabilities

Accounts payable

31654

Payable to broker dealers and clearing organization
4786

Accrued expenses

350536

Income taxes payable

73877

Rent abatement payable

31679

Deferred incentive liability

93750

Total current liabilities

586282

Non-Current Liabilities

Deferred income taxes

1665

Rent abatement payable

58148

Deferred incentive liability

616250

Total non-current liabilities

676063

Total liabilities

1262345

Stockholders Equity

Common stock $1 par value 5000 shares

authorized 100 shares issued and outstanding

100

Additional paid-in capital

120900

Retained earnings

764381

Total stockholders equity

885381

Total liabilities and stockholders equity
2147726

The accompanying notes to the financial statement are an integral part of this statement



CAPITOL SECURITIES MANAGEMENT INC

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31 2012

Note 1Organization and nature of business

Organization Capitol Securities Management Inc the Company is broker-dealer registered with the

Securities and Exchange Commission SEC and is member of the Financial Industry Regulatory Authority

Inc FINRA The Company is wholly owned subsidiary of CS Financial Group Inc the Parent The

Parents liability as the sole member of the Company is limited in that in any proceeding brought by or in the

name of the Company the Parent shall not have
liability

for damages other than for willful misconduct or

knowing violation of the criminal law

The Company is registered broker-dealer under the Securities Exchange Act of 1934 The Company is an

investment advisor registered under the Investment Advisors Act of 1940

Note 2Summaryof significant accounting policies

Basis of Presentation The preparation of the Companys financial statements in conformity with accounting

principles generally accepted in the United States of America requires management to make estimates and

assumptions as to reported amounts and disclosures in the financial statements Management believes that the

estimates used in preparing the financial statements are reasonable and prudent Actual results could differ from

the estimates included in the financial statements

Cash and Cash Equivalents the Company considers all highly liquid debt instruments purchased with

maturity of three months or less to be cash equivalents

Accounts Receivable Accounts receivable is comprised of receivables from broker dealers These are

collected in short period of time and based on past experience management has determined that an

allowance for doubtful accounts is not necessary

Notes Receivable Notes receivable consists of arrangements with certain employees Each note has specific

terms that are based on the nature of the respective employee agreement

Property and Equipment Property and equipment is stated at cost Depreciation is computed on the straight

line basis over their estimated useful lives which range from five to seven years Purchases under $1000 are

charged to expense as incurred major renewals and betterments which extend the useful life of the asset is

capitalized When items of property and equipment are sold or retired the related cost and accumulated

depreciation are removed from the accounts and any gain or loss is included in the results of operations

Leasehold improvements are amortized over the lesser of the economic useful life of the improvement or the

term of the lease

Income Taxes The Company accounts for income taxes using the asset and liability method Deferred tax

assets and liabilities are recognized for the future tax consequences attributable to differences between the

financial statement carrying amount of existing assets and liabilities and their respective tax bases Deferred tax

assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in

which those temporary differences are expected to be recovered in income Deferred tax assets are reduced by

valuation allowance if it is more likely than not that the tax benefits will not be realized Management has

evaluated tax positions that could have significant effect on the financial statements and determined that the

Company had no uncertain tax positions at December 31 2012



CAPITOL SECURITIES MANAGEMENT INC

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31 2012

Note 2Summaryof significant accounting policies continued

Fair Value Measurements The carrying amounts of total current assets and total liabilities approximates fair

value because of short term nature of these instruments or that the contractual interest rates associated with

these assets or liabilities are considered to be at market rates

Deposits with Clearing Organizations Deposits with clearing organizations consist of cash which has been

placed with the Companys clearing organizations in the normal course of business These transactions are

recorded on trade date basis At December 31 2012 the Company had $155004 in cash on deposit with the

Companys clearing organizations

Deferred Incentive Liabillty Deferred incentive liability represent amounts received in advance upon entering

into multi-year contract with vendor The deferred incentive liability is being amortized over the eight year

term of the contract

Note 3Off balance sheet risk and concentration of credit risk

Off balance sheet risk The Companys customers securities transactions are introduced on fully disclosed

basis with clearing broker/dealer

The Company currently has clearing agreements with Pershing LLC Pershing National Financial Services

LLC NFS and Clearview Correspondent Services Clearview to clear all trade transactions The Company

is required to maintain cash deposit of $155000 with Pershing NFS and Clearview in accordance with the

terms of the clearing agreements Fees are paid on monthly basis to the clearing broker/dealers and are

reflected in the Statement of Operations

The clearing broker/dealer carries all of the accounts of the customers of the Company and is responsible for

execution collection of and payment of funds and receipts and delivery of securities relative to customer

transactions Off balance sheet risk exists with respect to these transactions due to the possibility that

customers may be unable to fulfill their contractual commitments wherein the clearing broker/dealer may charge

any losses it incurs to the Company The Company seeks to minimize this risk through procedures designed to

monitor the credit worthiness of its customers and that customer transactions are executed properly by the

clearing/broker dealer

The Company is engaged in various trading and brokerage activities whose counterparties primarily include

broker-dealers banks and other financial institutions In the event counterparties do not fulfill their obligations

the Company may be exposed to risk The risk of default depends on the credit worthiness of the counterparty

or issuer of the instrument It is the Companys policy to review as necessary the credit standing of each

counterparty with which it conducts business

The Companys clearing agreements with Pershing Clearview and NFS can be terminated by either party

subject to written notification If the Company terminates these agreements the Company will be subject to

termination fees based upon terms provided in the various contracts As of December 31 2012 the Company

had not terminated these agreements

Concentration of credit risk The Company places its cash and cash equivalents on deposit with financial

institutions in the United States The Federal Deposit Insurance Corporation FDIC provides insurance

coverage for up to $250000 for substantially all depository accounts and temporarily provides unlimited

coverage through December 31 2012 for certain qualifying and participating non-interest bearing transaction

accounts The Company from time to time may have amounts on deposit in excess of the insured limits As of

December 31 2012 the Company had $549618 which exceeded these insured amounts



CAPITOL SECURITIES MANAGEMENT INC

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31 2012

Note 3Off balance sheet risk and concentration of credit risk continued

The Company maintains cash and securities in excess of the established limit insured by the Securities

Investors Protection Corp SIPC

Note 4Net capital requirements

As registered broker-dealer the Company is subject to the Securities and Exchange Commissions Uniform

Net Capital Rule Rule 15c3-1 Rule 15c3-1 requires the maintenance of minimum net capital and requires

that the ratio of aggregate indebtedness to net capital both as defined shall not exceed 15 to

Rule 15c3-1 further requires that equity capital may not be withdrawn or cash dividends paid if the resulting net

capital ratio would exceed 10 to In addition certain advances payment of dividends and other equity

withdrawals are subject to certain notification provisions of Rule 15c3-1 At December 31 2012 the Company

had net capital of $508990 respectively as defined under Rule 5c3-1 which exceeded the requirements by

$408990 The Companys ratio of aggregate indebtedness to net capital at December 31 2012 was 1.09 to

Note 5Retirement plan

The Company provides 401k savings plan which covers substantially all employees meeting minimum age

and service requirements The Company at its discretion may match employee contributions to the plan For the

year ending December 31 2012 the Companys matching contribution amounted to $191407

Note 6Property and equipment

Property and equipment at December 31 2012 consists of the following

Computer equipment 107196

Furniture and fixtures 178240

Leasehold improvements 29249

314685

Less accumulated depreciation
258.353

Net property and equipment

For the year ending December 31 2012 depreciation expense totaled $9284

Note 7Operating leases

56332

The Company leases office space at eight locations All leases are accounted for as operating leases Lease

terms expire over the next one to six years and contain renewal options

Some of the leases include excess operating expense clauses and scheduled rent increases at specified

intervals during the terms of the leases

Rent expense totaled $749535 for the year ended December 31 2012



CAPITOL SECURITIES MANAGEMENT INC

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31 2012

Note 7Operating leases continued

Future minimum tease payments under non-cancellable operating leases are as follows

Years ending December 31

2013 866233

2014 887412

2015 753378

2016 648040

2017 229477

Thereafter

3384540

Note 8Related party transactions

The Company receives consulting services from the Parent and is charged for these services at the Parents

discretion The related party charged $835000 for these services for the year ended December 31 2012 At

December 31 2012 the Company owed $0 to the related party Since the Company is 100% subsidiary of the

Parent operating results could vary significantly from those that would be obtained if the entities were

autonomous The Company provides certain shared services to Capitol Securities Associates Inc an affiliate of

the Company The related party was charged $123600 for these services for the year ended December 31

2012

Effective December 18 2012 Capitol Securities Associates Inc CSA filed Broker-Dealer Withdrawal with

the Financial Industry Regulatory Authority At this time clients were granted the option of terminating the

relationship or moving their accounts over to the Company CSAs employees and clients were transferred to

the Company in December of 2012 CSAs clearing agreement contract with NFS also transferred to the

Company along with the $50000 deposit account held at NFS which was recorded by the Company during

2012 as an asset and additional capital This transaction was approved by the board of directors and the Parent

Company No future shared service charges will be received by the Company

Note 9Notes receivable

As described in Note the Company has three outstanding notes with related parties At December 31 2012

the notes receivable balance totaled $15183 The first note was issued on August 22 2008 for $100000 The

agreement specified that the principal balance will be paid back over 60 months with an interest rate of 8.56%

The aforementioned note had remaining balance at December 31 2012 of $13333 The second note totaled

$2400 and was issued on July 2011 The agreements payment terms specify that the borrower will make

monthly payments of $100 over 24 month period which are to be withheld from the related partys monthly

pay This note is non-interest bearing management has determined imputed interest to be immaterial

Note 10Income taxes

The Company is member of group that files consolidated tax return The separate return method is used to

allocate current and deferred taxes among the group members when issuing separate financial statements In

the current year the Company included this amount as part of the income taxes payable/receivable recorded

on the balance sheet in the amount of $10953 and corresponding deferred tax asset of $30606 The

Company also had income taxes payable of $84830 related to the year ended December 31 2010 Tax returns

for all years 2009 and thereafter are subject to future examination by tax authorities



CAPITOL SECURITIES MANAGEMENT INC

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31 2012

Note 11Litigation

The Company is involved in various legal proceedings arising in the ordinary course of its business activities

The Company believes that these various asserted claims and litigation will not materially affect its financial

position future operating results or cash flows although no assurance can be given with respect to the ultimate

outcome of any such claims or litigation

Note 12Subsequent events

Management has evaluated subsequent events for potential recognition and/or disclosure in the December 31
2012 financial statements through March 15 2013 which was the date the Companys financial statements

were available to be issued


